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This practice is in conformance with
provisions of 9904.418–50(e)(2)(ii).

(f) Business Unit F has an indirect
cost pool containing a significant
amount of material-related costs. The
contractor allocates these costs be-
tween his machining overhead cost
pool and his assembly overhead cost
pool. The business unit finds it imprac-
tical to use an allocation measure
based on either consumption or output.
The business unit selects a dollars of
material-issued base which varies in
proportion to the services rendered.
The dollars of material-issued base is a
surrogate base which conforms to the
provisions of 9904.418–50(e)(3).

(g) Business Unit G has a machining
activity for which it develops a sepa-
rate overhead rate, using direct labor
cost as the allocation base. The ma-
chining activity occasionally does sig-
nificant amounts of work for other ac-
tivities of the business unit. The labor
used in doing the work for other activi-
ties is of the same nature as that used
for contract work. However, the ma-
chining labor for other activities is not
included in the base used to allocate
the overhead costs of the machining
activity. This practice is not in con-
formance with 9904.418–50(d)(2). Unit G
must include the cost of labor doing
work for the other activities in the al-
location base for the machining activ-
ity indirect cost pool.

(h) Business Unit H accounts for the
costs of company aircraft in a separate
homogeneous indirect cost pool and al-
locates the cost to benefiting cost ob-
jectives using flight hours. Unit H pro-
rates the cost of a single flight between
benefiting cost objectives whenever si-
multaneous services have been ren-
dered. Manager of Contract 2 learns of
the trip and goes along with Manager
of Contract 1. Unit H prorates the cost
of the trip between Contract 1 and Con-
tract 2. This practice is in conformance
with the provision of 9904.418–50(e)(5).

(i) During a cost accounting period,
Business Unit I allocates the cost of its
flight services indirect cost pool to
other indirect cost pools and final cost
objectives using a preestablished rate.
The preestablished rate is based on an
estimate of the actual costs and activ-
ity for the cost accounting period. For
the cost accounting period, Unit I es-

tablishes a rate of $200 per hour for use
of the flight services activity. In
March, the contractor’s operating envi-
ronment changes significantly; the
contractor now expects a significant
increase in the cost of this activity
during the remainder of the year. Unit
I estimates the rate for the entire cost
accounting period to be $240 an hour.
Pursuant to the provisions of 9904.418–
50(g)(4), the Business Unit may revise
its rate to the expected $240 an hour. If
the accumulated variances are signifi-
cant, the business unit must also ad-
just the costs previously allocated to
reflect the revised rates.

9904.418–61 Interpretation. [Reserved]

9904.418–62 Exemptions.
This Standard shall not apply to con-

tracts and grants with state, local, and
Federally recognized Indian tribal gov-
ernments.

9904.418–63 Effective date.
This Standard is effective as of April

17, 1992. Contractors with prior CAS-
covered contracts with full coverage
shall continue this Standard’s applica-
bility upon receipt of a contract to
which this Standard is applicable. For
contractors with no previous contracts
subject to this Standard, this Standard
shall be applied beginning with the
contractor’s second full fiscal year be-
ginning after the receipt of a contract
to which this Standard is applicable.

9904.420 Accounting for independent
research and development costs
and bid and proposal costs.

9904.420–10 [Reserved]

9904.420–20 Purpose.
The purpose of this Cost Accounting

Standard is to provide criteria for the
accumulation of independent research
and development costs and bid and pro-
posal costs and for the allocation of
such costs to cost objectives based on
the beneficial or causal relationship
between such costs and cost objectives.
Consistent application of these criteria
will improve cost allocation.

9904.420–30 Definitions.
(a) The following are definitions of

terms which are prominent in this
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